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\ U.S. GENERAL SERVICES ADMINISTRATION
Office of Inspector General

Date: December 22,2010
Reply to
Attn of:
Regional Inspector General for Auditing
National Capital Region Field Audit Office, Office of Inspector General (JA-W)
Subject: Audit of the PBS National Broker Contract
Report Number A070228/P/W/R11004
To: Robert A. Peck

Commissioner
Public Buildings Service (P)

This report presents the results of our audit of the Public Buildings Service’s (PBS) National Broker Contract
(NBC). We previously held an exit conference with your staff regarding the discussion draft and received
PBS’s comments to the draft report. PBS’s comments are included in their entirety in Appendix A.

Background

Prior to 2004, the PBS’s broker real estate services were provided through multiple zonal and regional
contracts. As these contracts began to expire, the National Office of Realty Services, in support of the
General Services Administration’s (GSA) strategic goal of “Operating Effectively and Efficiently,” identified a
need to award fewer broker service contracts to achieve consistency nationwide and to better manage the

realty services program.

On March 5, 2004, PBS issued a Request for Proposals for a national real estate broker service contract to
address this need. This solicitation sought bids for a multiple-award, indefinite delivery, indefinite quantity
contract, with a base year and four 1-year option periods. To be considered responsive, a vendor had to
provide services nationwide. Broker compensation was to be in the form of commissions paid by landlords;
therefore, the Government contemplated no direct payment or reimbursement for contract services. The

! The national office charged with the National Broker Contract is now titled the Office of Real Estate Acquisition.
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solicitation also required that each broker specify in its bid the percentage of its commission that it was
willing to credit back to GSA in the form of a rent offset.

On October 4, 2004, GSA awarded contracts to the following four commercial brokers:

e Julien J. Studley (Studley)

e Jones Lang LaSalle Americas, Inc. (JLL)

e The Staubach Company (Staubach)?

e Trammell Crow (now CB Richard Ellis Real Estate Services, Inc. (CBRE)?)

GSA exercised all four options, with the final annual option period expiring on March 31, 2010. In June
2010, GSA awarded the next generation of contracts.

There are four contract line items, or tasks, corresponding to the four types of real estate services provided
under the contract:

e Task 1 - Lease Acquisition Services, which includes:
Full and open competition,

Simplified lease acquisition,

Sole source succeeding,

Sole source superseding, and

O O O 0o

National Capital Region’s Advanced Acquisition Program projects;
o Task 2 - Lease Expansions;

e Task 3 - Lease Extensions; and

e Task4- Market Data.’

The Government Accountability Office (GAO) had previously reviewed the NBC program. In its January 2007
report, entitled “Initial Implementation of the National Broker Services Contracts Demonstrates Need for
Improvements,” GAO noted concerns related to mitigating conflicts of interest, potential program savings,
and performance-based task order distribution. At the time of GAO’s audit, only 479 commissionable NBC
task orders had been issued with 11 leases awarded. Our audit revisited these topics with significantly
increased NBC program activity.

? Effective July 14, 2008, JLL acquired the Staubach contract due to the merger of Staubach with JLL. Thus, beginning October 1,
2008, there were only three remaining NBC contractors: Studley, JLL, and CBRE.

3 Effective March 13, 2007, a contract modification with a change of name agreement transferred this contract from Trammell Crow
to CBRE.

% The brokers were permitted to accept commissions for all task types except market data.
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Results of Audit

At the time of our audit, the NBC had not reached the level of implementation nor generated the full cost
savings and productivity gains originally anticipated. The contract also revealed the limitations of a
commission-based compensation structure and the formidable challenges that come with administering an
outsourced core function. The NBC did, however, demonstrate the viability of a centrally managed, national
scope, commission-based lease acquisition services contract. Further, the national contract did not exhibit
the procurement or funding irregularities we observed in the combination of zonal and regional contracts
that preceded it. The contract also showed that conflict of interests can be managed.

The NBC business case anticipated a near complete outsourcing of the lease acquisition function to be
accompanied by certain quantifiable cost benefits: (1) a commission credit applied as a rent cost offset; (2)
reduced rental rates resulting from the brokers’ superior market knowledge and expertise; and (3) lower
administrative and personnel costs. While it is difficult to measure the workload accomplished by brokers,
and the resulting impact on leasing operations, we calculated that brokers have been tasked with
approximately 20 percent of comparable leasing actions. Of the expected cost benefits, the first can be
confirmed: commission credits through July 2008 totaled $44 million or about 1.3 percent of a firm fixed
lease value of $3.4 billion. The available data at the time of the audit did not establish whether brokers
were achieving more favorable rental rates than GSA projects managed in-house - limited experience and
imprecise market data precluded such a determination. At best, the data can support the assertion that
brokers and PBS realty specialists were achieving similar results. As to lower administration and personnel
costs, our analysis indicates no such reductions have occurred.

Brokers’ Workload Expectations Were Unclear

Broker utilization as a percentage of PBS’s total leasing workload was significantly less than the reported
measure implied. We calculated that brokers have been tasked with approximately 20 percent of the
expired lease workload over the 3 years reviewed during the audit. By comparison, PBS reported utilization
rates that approached the 80 percent goal set for fiscal year (FY) 2008. The difference is due to the fact
that PBS did not use its total leasing workload as the basis for measuring contractor utilization. Rather, PBS
used a more narrowly defined workload for purposes of calculating its utilization rate by excluding actions
from the anticipated expiring lease inventory that it deemed non-commissionable or otherwise excludable
as broker tasks. A broader definition shows that the program fell well short of its original goal, which
contemplated transferring nearly all the leasing workload to brokers.” It also fell short of the workload

> Leasing workload projections are essential to both PBS and broker resource planning. PBS has estimated workload both from
project count and expected commission perspectives. Section B.2.1 of the NBC states, “GSA intends to procure follow-on leases
utilizing contract services for at least 50 percent of this workload for each year of the contract.” This language becomes more
aggressive in the Administration Guide which states, “The goal is to issue at least 50% of the expiring lease workload in the first
year of the contract to the contractors...As part of our Strategic Planning Initiative, which we shared with The Administrator and the
entire Senior Management of our agency, PBS has committed to increasing our usage of the NBC by adding 10% of additional lease
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anticipated by brokers when formulating their offers, which resulted in three of the four brokers earning
fewer commission dollars through July 2008 than estimated by the contract. Further, the brokers expressed
a uniform complaint that PBS’s expectations for post award services, primarily oversight of the build-out or
construction needed to ready the space for tenant-specific occupancy, exceeded the usual and customary
practices for commission-based commercial services. This is significant, in that the legal justification
permitting this form of “no cost” contract assumes that PBS’s requirements are typical and reflective of
services normally covered by commission. In fact, in its July 12, 2004, opinion B-302811, General Services
Administration and Real Estate Brokers’ Commissions, the GAO discussed how, “GSA believes that the
broker services it will acquire under the National Brokers Contract are services that brokers commonly
provide tenants, and that it is not acquiring services for which brokers would expect to receive additional
remuneration beyond that provided by the landlord's commission.” In allowing GSA to use a “no cost”
contract structure, GAO accepted that the contract required services covered by the market commission.

Cost Savings Unclear

While the commission credits provided by the brokers reduced overall lease payments, it is not clear that
other aspects of the program generated savings. At an aggregate level, PBS measured and reported the
extent to which its leases are less costly than the market average by using a Lease Cost Relative to Market
(LCRM) analysis as a performance indicator. One expectation for the NBC was that highly motivated
commercial brokers could obtain even lower lease costs than their government counterparts, PBS realty
specialists. To date, the data is too limited to permit meaningful comparison. We can state that the NBC
performance charts a very similar pattern to PBS’s non-NBC data, with no indication that the NBC is likely to
perform significantly better or worse than PBS as seen in the diagram below.

requirements per year culminating in 90% utilization by 2010.” This utilization goal, reduced to 80 percent for FY 2009, is the
objective put forth to the regions and broadcast to external stakeholders.
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Broker vs. PBS In-House LCRM
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The LCRM data varies significantly around its mean. The data ranges from 74 percent above market to 67
percent below market for NBC leases and 142 percent above market to 91 percent below market for non-
NBC leases handled by PBS. The generally bell-shaped curve appears to be shifted slightly towards a better
LCRM (further below market value) which coincides with the fact that overall both NBC and non-NBC are
meeting the LCRM goals of -8.5 percent in FY 2006, -8.8 percent in FY 2007, and -9.0 percent in FY 2008.
Both NBC and non-NBC leases appear to have approximately the same distribution of LCRM. The data
implies that brokers and PBS have achieved similar LCRM results since the assessment of the first NBC
leases began in the first quarter of FY 2006; however, the trailing nature of this data, and a prolonged NBC
project performance period, appear to exclude the use of LCRM as a performance incentive mechanism.

An additional PBS expectation was a reduction in personnel costs. We found that the NBC did not lower
personnel costs; in fact, the number of in-house realty specialists actually increased at the time of our
audit. The August 2002 PBS acquisition plan for the current NBC discussed the need to increase the
amount of workload contracted out due to agency downsizing from attrition, noting that 40 percent of
realty specialists were eligible for retirement by the end of FY 2005. By supplementing this downsized
realty specialist population with the brokers, PBS planned to shift realty specialists to a project
management role. Although PBS is continuing this shift, the number of realty specialists actually increased
11 percent. As already mentioned, even with the brokers, a substantial in-house workload remains.
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Managing Conflict of Interest

PBS has designed, but does not fully administer, the controls necessary to identify and minimize the risk of
conflict of interest (COIl) relationships. COIl concerns arise from brokers that, either organizationally or
individually, stand to benefit from an undisclosed relationship with a potential lessor or other interested
party. PBS determined that requiring brokers to self disclose any COls prior to each lease action was the
only practicable approach. Commercially, failure to disclose a COI subjects the firm to litigation risk and
possible suspension or revocation of its broker’s license. Brokers understand and manage this risk
commercially so the disclosure provision incorporated by PBS is not seen as an extraordinary or unusual
requirement. The goal was to manage the risk and minimize the impact of any potential conflict, which is
only possible where PBS is first aware a conflict exists. It may then reassign the project, or in some cases
permit the broker to proceed. In either instance, PBS is able to monitor the process to ensure a fair,
competitive leasing process. PBS requires brokers to submit both organizational and individual COI

III

disclosure statements, and to construct a “conflict wall” to safeguard procurement sensitive data for broker
organizations that represent property owners as well as tenants. PBS has also centralized review and
adjudication to ensure consistent implementation. As shown below, while the brokers nearly achieved
compliance with the requirement to submit organizational COI forms, individual COIl forms were missing for
35 percent of the broker associates working on the NBC projects in our sample. Missing COIl forms negate a

key control in mitigating potential or actual COl situations.

Organizational COI forms on file 92%
Individual COI forms on file 65%

Further, the conflict wall provision, or more specifically the related requirements of data security and
procurement integrity, has engendered some valid criticism and complaint. Brokers CBRE and JLL
expressed concern regarding the limited number of approved dual agency arrangements.® Both brokers
argued that precluding dual agency arrangements removes them from the markets in which they have the
greatest expertise. They note that the contract requires full service brokers to invest in establishing and
maintaining a conflict wall,” including the government-unique requirements that arise under the Federal

® For the purposes of the NBC, dual agency is defined as a conflict of interest, “where the contractor represents the owner/landlord
as the landlord’s representative while representing the tenant as the tenant representative on the same transaction.”

7 Section H.5 (d) of the contract required brokers who represent building owners, representatives, or lessors to establish a “conflict

|n

wall.” These dual agents, CBRE and JLL, would be subject to periodic inspection and verification of their conflict walls. The conflict
wall required that the dual agent brokers: (1) inform all associates of the existence of the conflict wall and contract restrictions, (2)
ensure establishment and maintenance of separate electronic file servers to prevent access to documents related to this contract
(including from broker associates representing building owners or lessor), and (3) ensure paper files are kept, safeguarded, and
maintained in separate, secure locations that preclude access to associates not working on this contract. PBS Counsel and the
National Contracting Officer indicated that they verified the presence of the conflict walls during site visits to CBRE and JLL; the

audit did not test the sufficiency of these assertions.
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Information Security Management Act of 2002 (FISMA),® Federal Acquisition Regulation (FAR) Part 3,° and
FAR Subpart 9.5."° Compliance with these provisions is a condition accepted by the brokers, with the
understanding that PBS would in return permit dual agency arrangements. This has not, consistently, been
the case. The brokers affected believe PBS has not acted in good faith. In response to this matter, PBS
implemented a change in COl determinations effective October 29, 2008, in which PBS no longer
reassigned task orders based on potential conflicts, rather only in actual cases.

Administration Limitations

PBS’s infrastructure was designed to support in-house delivery of leasing services. The introduction of the
NBC has tested, and in some aspects exceeded, the limits of that infrastructure. Limitations of PBS
information systems have compromised oversight capabilities and inhibited NBC expansion, while an over-
engineered performance evaluation process failed to provide timely, actionable feedback to brokers. As a
result, planned performance-based task order distribution was not implemented.

Aspects of PBS’s property management system — STAR (System for Tracking and Administering Real
Property), and its document management system - eLease, have compromised oversight capabilities and
inhibited NBC expansion. STAR does not identify whether or not a leasing project was handled by the NBC.
The elease system limitations preclude it from accurately reporting on NBC activity. Both brokers and
contracting officer’s technical representatives (COTR) cited aspects of eLease as factors contributing to NBC
inefficiencies. While deemed an essential element of the NBC infrastructure, making it possible to share,
review, and approve documentation electronically, eLease was not initially designed to accommodate the
procurement oversight function. Subsequently modified to permit on-line milestone approval, it continues
to receive criticism by users that view it as too rigid and cumbersome in actual application. Even we
mistakenly assumed that this feature would limit our need to review hard documents. In fact, we found
the elLease files to be incomplete and unreliable indicators of lease status. An incomplete lease file, no

& FISMA compliance overlaps conflict wall provisions in that both call for physical and electronic controls to safeguard agency
information. FISMA differs in that it is risk-based, applies to information systems as well as information supplied by or collected for
GSA, and requires an annual test of information security controls. GAO first raised the issue of FISMA compliance in its audit report
GAO0-07-17: Initial Implementation of the National Broker Services Contracts Demonstrates Need for Improvement, January 2007,
where it found that GSA had not assessed whether NBC program controls satisfied FISMA. While the contract does not incorporate
a specific provision requiring broker compliance with FISMA, GSA has subsequently worked with its contractors to develop the
required plans, testing, and monitoring procedures. As of the conclusion of our audit fieldwork, this effort remains a work in
process. Reference 44 U.S.C. § 3541, et seq.

° FAR Part 3: Improper Business Practices and Personal Conflicts of Interest. In particular, FAR 3.104-2 implements section 27 of the
Office of Federal Procurement Policy Act (the Procurement Integrity Act, 41 U.S.C. § 423). The provision is referenced in contract
section H.5 (d)(6).

1 FAR 9.5: Organizational and Consultant Conflicts of Interest. Specifically, the provisions of FAR 9.505-4, concerning access to
proprietary data, are referenced in contract section H.5 (d)(7).
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matter how easily accessible, is of limited value to approving officials. These limitations necessitate a
resource-intensive workaround.

The NBC broker performance evaluation process is complicated, inefficient, difficult to administer, and fails
to provide timely, actionable feedback to brokers. As a result, PBS resources are consumed in unnecessary
administrative tasks, planned performance-based task order distribution has not been implemented, and
broker performance, on average during our review, was acceptable but not exceptional. In our audit
sample, 20 percent of required elLease evaluations were not completed. COTRs indicated that the lack of
full compliance was due to workload constraints, which is to say completion of the evaluation is not a high
priority task. To derive the intended benefit from its performance-based contract structure, PBS will need
to re-emphasize to COTRs the significance of timely and complete feedback to brokers.

Additionally, NBC actions required lead time. While historical data was not available to allow a comparison
of leasing timeframes for in-house versus NBC projects, there were a number of steps unique to NBC
projects that, in our sample, added an average 1.6 months lead time to the leasing process. The average
total elapsed time from task order issuance to lease execution was 11.9 months. As such, the lead time
was more of a factor for smaller, simpler tasks; less of a factor for large, complex tasks. This coincides with
a common sentiment expressed by PBS associates that for non-competitive actions, such as extensions,
expansions, and succeeding leases, it may be expeditious to perform the task in-house.

Conclusion

The PBS NBC has shown that a national scope contract can attract competitive, qualified brokers able to
deliver under a commission-based compensation formula. It has also shown that a substantial lease
acquisition workload remains outside the scope of commission-based services. We also see that the shift
away from in-house service delivery presents an additional administrative burden not fully supported by
the existing business applications. It is unclear if the program, taken as a whole, can produce substantial
cost savings, but the program does provide a capable, ready, and flexible source of acquisition support.
Finally, the NBC has shown that commission-based compensation can be made compatible with federal
appropriations law and that conflict of interest is a manageable risk.

The NBC expired on March 31, 2010. PBS issued the successor NBC to four brokers on June 21, 2010." The
successor contract is currently in its first of five potential performance years. There are no formal
recommendations in this report. Rather, the findings are intended to assist in the administration of the
successor contract.

" Successor contract brokers include CBRE, JLL, Studley, and UGL Equis Corporation.
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Management Controls

We evaluated various management controls over STAR and elLease data, NBC project tracking, information
system reporting capabilities, COIl forms, and COTR approval of leasing milestones. The related control
issues are discussed in the context of our results and findings. The audited contract expired in March 2010;
the findings in this report should assist in the administration of the successor contract.

Management’s Comments

The PBS Deputy Commissioner’s response to this draft audit report is included in its entirety in Appendix A.
While PBS disagreed with a number of our audit findings, PBS noted that many issues have been addressed
with the award of the second generation NBC, as well as new processes and policies. The scope of this
audit did not include examining changes made in the second generation contract.

Four areas of disagreement remain. First, we reassert our position that the LCRM measure only compares
broker-negotiated rental rates against market, without enough data for comparison against in-house PBS
realty specialists. Therefore, although PBS is aware that the brokers are achieving savings against market, it
remains unclear how broker-achieved rental rates compare to rental rates negotiated in-house. Second,
there is still disagreement with regards to calculating PBS’s total leasing workload. The audit fieldwork
included PBS’s 2005 refined methodology. We reassert that workload analysis must include PBS’s full
leasing workload to yield meaningful results. Third, with regard to commissions earned, we disagree with
including commissions in the pipeline in the analysis of commissions achieved by the brokers. Our
fieldwork indicated that task orders issued to and worked on by brokers could be canceled prior to lease
issuance, therefore resulting in no commission earned. Finally, we maintain that PBS’s treatment of post
award services differs from commercial practice. Even after PBS issued a modification to clarify the
services required, confusion remained. Not only is a shared understanding of contract requirements
essential for successful performance, but we maintain that the justification for a no cost contract is placed
at risk if the contract departs from commercial practice.

10
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APPENDIX A

MANAGEMENT’S COMMENTS
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MEMORANDHC FO
REGIONAL INSPECTOR GEMERAL FOR AUDITING
NATIONAL CAPITAL REGION FIELD AUCIT OFFICE (LAWY

FROM:
CEPUTY COMMISSIONER (FD)
FUBLIC BULDINGS SERVICE
SUBJECT: PEZ Commwants on Dralt Report Audit of PES Mational Brokar

Contracte, Report Number ACTOZ28

Wo appraciate the oppedunity (o somment on the PBES Mational Braker Contracts {MEC)
Draft Audit Report. PBS has already addressed concerns iderdified in this draft audit
repart through the second generation of NBC contrasla. Since the complelion of this
audit, PBS kas implemented changes and streamlined processes to improwve the
ulilization and administration of these contracts. Our detaited response to the specific
points outlingd in his report is enciesed inhe following attachmeant,

Fegarding Lhe QG concam that PES anticipated lowar laase costs by utilizing the
broker contraci, PBS assarts that this pregram has bean succassful by saving the
govemment on rentzl rates a3 measured by our Lease Cost Relative to Market (LCREM]
measune which yielded averall negctiated rent rates approximately 10.5 percent below
mazket rates for 451 leases assessed through FY 2010 that ameounts to approximatsly
527.9 million annuelly. The brekers centirus o agsisl PES in providing ssace to our
sgencies at rates that demonstrate significantly lower rmarkel rates. proving savings to
our gustomers and the American puksic.,

Fhe O1G draft repart also stated that NBC did nod lowsr personnel costs. as anticipatad.
It iz imporant to note that the number of in-housa realty specialists did not decroaes
becausa tha number of lzasing spocialists had dropped bolow a critical threshold
necessany to manage the program at a time when the nwnber of leases over recent
years has continued to incresse significantly. Leazed space now exceeds the amount
of cwned apace in PES inveniory. Therefore, PES agrees that a signiftcant in-hauze -
workknad remaing, (hus supporting the need Tor the continued use of these oontracls.
PBS must also appromiately plan for stalfing chanoges, as a number of lkasing
associates eligikle to retire continies to growr,

L 5. Genural Ssovices Administration

"B = Forocs K

Was ungrar, DG EHoh-LIEZ

ALY
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FEG alsn disagreses with the QNG pesition that PEBS' total leas ng warkload was
significantly le=s than the reporied measyre, as cerain lkasing ransactions have no
potential braker comimizsion and showd not be inchtded 0 the analysis. To further
clarify, however, PBS refincd its methodology of evpecied werkload and gaals for
internal measlring purpoass in 2005,

Additionally, the regarl incorrectly implies that the freatmant of post award services in
the contract differs [rom cormmercial practice undermining the legal justificaticn for the
‘ho zost’ comtract,. These are government :erfise contracts and reflect mutual premiscs
betireen PBS and the broker coptractars, The Fealment of post sward services as a
commercial practice is a function of what is negotiated heteween the arincipai and its
kbroker agents and can vary. GAD was sxplicht in their opinian that there was ample
sonsideration ko support our amangement. Furthennore, PBS conduskad additional
miarked iesearch prior to issuing the Reqguest for Propozals for the second generation
contracis.

Regarding the QIG's concem of conllic? inteiest, PBS continues te revicw and
adjudicaie Conflici of Interest disclosure statemeants through a cantralized process fo
provide consistent implarmentation. As of Septermber 30, 2013, PES has had no
protests on the expired contracts basad an cencerns surrounding corflicts of intorcet or
dusl agency.

Finally, the OIG expressed concern that PB3's information systems lindled contract
oversight and potential growth expanson. Since the issuance of this report, PBS has
enhanped STAR and sleage information sysiemes that have improved and streamlived
ihe leasing process. PBS continues to enhance auws systeme to meet our leazing needs,

FBEE understands the issues the QIG haa presented in this draft audit report; howoever,
we bedieve that these concarns have been already addressed throagh new proceeses
and policies, as weli aa the award of the sesond generation of Maticnal Broksr
Comtroctz.

If you have any questions or nead addiionat informaticn, please do not fesitate o
contact e at_ Staff inquires can ke directed to_
Wissiuner for the Office of Real Estate Acquisition. -can ke reached at

Attzchment
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PBS Comments to the Office of Inspector General Draft Audit Report:
FES National Broker Contracts

Raport Number AT0228

Flease review PES's delailed commants in responss to B dmf acdit regaet an che Mational
Broker Comtract, '

Brokers’ ¥Workload Expactation wars undclaar

‘Biokor Ltiization as 3 perceniags of F85'3 folal ieesmg workload was signficantly fess than
s regonled measure ok, " Pags 4

FBS Response: PES ag-zes that a clear dsfinitian of workload is crtical o accurate
reporting and e3timazion of revenusg; howeyer, (k2 soalact iz ¢ sar regardirg g dafinition of
wark:oad and it waulz ba inappropriate to contpara broker task utilzation 83 a perceatage of
iotal PES =a3.ng actiona or activities. Removing expiring 1ease actions that have no
catantial far paying comirissions is ‘easonabls. Thara iz ro intant on the par of FES to
over-renc-t ulll zatior of the cons-acls

The felfmwing 's provided to cxplain oo pasilion,

1. Natiznal Broker Cortract. Seciizn B 2.1 General states: "Saiiib# 10 s o st of the
projected Hationtyide seniring iaasa wordaec Tor & fea-waar parind (FBY 2006 throngh FY
2000 GEA wmlonas o proclve foliow-on wases Linizing comract sendcas for ol fsast 0O
pereent af thiy woddngd for aqef vedar of e conirasd i adifion T84 may anlor legse
POLIERTON S8)VIDes for ROW FOQUINCTSlifE of D reaface on cxlisting feasc pricr oo its Rcnmal
expiraiion. It has keen GEA'S expeilence for bire paet 10 vears that s mventtory oredses
Dy AREETRIANRT 0 DOl o WA TF VS U et s,

2. Sisps were taken in Moverabe: 2005 to cladfy a msthado pgy ard defnition of expectsd
wonlags and asscciated aoals far intema’ rmaagsumamsrt purposss. Tha wokioad
deternvraticn was cleary defiied by ihe OFfice of Rea, Estate Acquisition (fornmerly
Soluticns Devslopmart Rivisiony Center for Stratzgiz Planniag and Measo-erment in
canjunctian with the PBE Crficc of BLogot and Finaacs and the Sffice of Management ard
Budget. The documernt Parocent.of Expiting Leages using [e Beheral Braker Cortrasl
dacd 17405 slates: ’

Flmosn: Fessing mopedy for Feders! tenants is foncamental i G54 rikgion
Elatamo) 55 a Jrgwrar of workspacs. ix Fyah, GEA awarad four national
Broker Colrasts veith the intention of ereasing our capacily spo ieveraging o
rrsrlied share 40 getn Beder prices (ot oge ol oon gifiere gsniners. By
camaaning five numbear oF taar orders Jszuen adsinat e monfer of jleases
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EREITRG I s5ch sontrest pear be 1wl b abls (0 msasine the fcressa i onur
canacity 10 mMast SL Cilsiormsrs Iees.

aoo0e; The Walional! Brorer Sonbract val oo wsed fG adiveas POS raact:
it n oy Wil capiing feasss. Tha Ml of expinng feases ubilizsd for ire
miedsure for the sontract pear Basshing i Agei 7, 20050 vt be Mioss leases
BTG Tar A1, 3095 — Mareh 3T, 2007 Sitodae inedhocioioge wil ho
iilizod far tho contract vaar boginning Apnt 1, 2008, A comoarizon «F e
aoendens of ST lesses goaiat the numthers of tast oralsre fsansd aoaiist the
Metignal Sroker contrectz as rapantad oranil 2y i Wederal Condragiing OFer
Wl e tnaAdhs o cRieerning the pronresy of e orogram. .

Goo! Bowting: The BY 10 ag-ieero grozd 15 o alilses (e nafional Brokar contrast
ferr Q09 of expidng lepse action and the YOS Joal iz designad do miova PES
mvards this gogi.  The farget o the (s aoaras! pear. Auel 1, 7005 — March 37,
FURE fu S0% &F 1259 cxpinng lcazcs pulicd from a STAR sranshal an S23008
by RIPAM, (PVACL Tha tarpst for tna seeand eonfract vear, Apil 1, 2006 -
March 3T, 2007, wili he astahlistod azfng e sams mothocsingy.

Guads: The is 8 raluna! tneases with 4 FYOE poal of 0%,

Reswits Sompeteiion: A STAR snaoaitat of cxpiduy inases fokon on GA200%
pvindess e Soial nuerber of legges exoiring foim Asnl 1, 2006 = March 37, 2067
for the firs? cavitrock vaar, Api 1, 2006 — Marah 31, 2008 Appbiation oF 509,
0%, gy Wil e e (0 delerming the daenbay of lesk crdoms roguired (o maat
e goal. Foroxoogsie, o isS olilfabd foe T Grst oonirset pear shows 1259
EHsES exring dudng the refarenced Hime franme. (50% x 1258 = 633 Thersfora
830 task araers should Be igsired iy e el of the Hesd sonlrac) vesr for us 1o
rneet this mossurn, Succaoding woors Wil bo calewfatad i simiar faersn.

Tt Drall Report states that the worklpad s | short of the wo kload anticipates by the brokars i
iormulating their offers, PBS coqtands the contract was wery cladr. tnat the $33 millian in
Baalizn B was an estirste o7 commission potential to be used for detamining applizabiliy of
causes a1d Gmall Business cvalustion fer partisization under the cortract. Contract Section 1,
tha last sentencs of the intradustory parsgranh, states:

*Tha @ofima el CORirant vaie per conirs o, i e Dunlr sy ste seardod, of
updions gre exereised, sod fsak ordsrs one oafnbolon cvanis s 5332 000, 000

“if atso fall shart of B wekiaac dmocgaiod By Beosers wlien formudaterg their offecs, vasie
resived i throo of the four Brofers conwing fewsr cormrdizsinn dafiare Moot ol 2008
ashimafed by the contrag!, " Pages £ 5 5

FEBZ finzs bis s.atemen: misleading and d sagrees wilh the canclusiar draws by tie 13 o the
Crafl Report. We believs it mportant to clearly articulate PBS pegizion in the fallze ng
paragraphs.
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In July 2008, PES completed ar. analys:s b3 irvastigate this complairt from the Brekers, Our
analysis foand that the cormplainl was nol walid then a2 sormmissisns repated aitbat time
exceeded "he esfmate sroviged i1 the contracl. The diference betwesn estimatad cormmission
gollars and actual commigsiar dollars reczived is dus to the kg lime betwaean ssuancs of atask
order, leass swsrd’s] and peymert of comnissor(gl, not kocause the amount of worklsad
tasked to the cortractors was less lhas expected. Exhibit 130 of the Contract catimated
approsimanely TS5 axpiring leasas and 12.9 milian sguare faet of space as the wosklaad for
aach Broker for a full five vear terr. Prarating 20 3 weers and four months yiclds an estimated
warkload at 213 task arders aad 4.85 mill on squass f2et for 2ach breser. Actuial worklnad
sigriicantly exceecen estimates. espesially for squae “ooctage which mere Glogely relatos to
com:mizsicn dellars than nunber of task orcers. The tabls below supparz that all “gar
contractere hadl boen tagked with more worklaad thar the contrac: =stimates.

Table & — As of July, 2008

Eatlmaled work load .|_;|1:|' coatract prorated through 3 years 4 mankha veraua actual workload

CERE | JLL | Staubach| Studisy |  tow
Muniber of tagk orders i
contract estimate ETEI i | 313 313 i,262
actual ' 348 | 415 | 3298 476 | 164

L TRl S A Y SRR s PR L TP S A T T e o b T e e PP K TR IR P T
Usa_blc Sifuare Feet {millions)
zontract estimate 465 4.65 4.65 455 19
actual B 7.3 7 4 A1

Yhen the afarementinncd lag dms is cors sered, 2ach of tha four cortraztors commissians
reecived, commisaiong eaniesd bLt Bot vat received. and commigsizng r ihe pipeline “ar excsed
irs estimates in the contract for the period through July 2003 as denonstrated in Takle B
caelayy.

[
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Table B - As of July, 2008

Commissions Reczived. Commissions Eamed, but not yet Received and Commnissions in Pipoling

CBRE | JLL | Staubach | Studlay Total
&l numbers in millions of $

Contract Estinata

of Commissiong 5 T[S Y5 MT[S MF[35 G0
Feccived arass

i Ssions +

Received or earned H 0495 171 5 182 ) 3 LMK 1075
Plpeling 1 453 | 1 MR AR 452 [ 3 1909
Total L BE.2 546 )5 7T |4 Ydla 2075

Mesociatss with these grozs commize ona set Forr in Table 4 ars 44 W llion (o rental credits
receivizd by the Goverminienl and anotheer eatimated S87.8 Millizn in credics remaining ir the
pingling “ar the benefic of the Government.

Use of "earred commiasion” sollars eatifiss ransackions that havs progressed to lsase award
where b2 conactor receives a pot on of fakal dollars forwork competed. A8 commissions ars
negctiated amounts will vary depending o0 comp=sxity and task tyse. Using the Fair opparte nity
modal as work progreszes to eoual evals of camplesion. cemirigsion lgvels should alzo ke
equd.ized

The pragrarm has soalinaed 1o implemanl changes sincs the audit compleizn o impreve both
utiiizat on and admiristrafion. As of 3eptember 2010, Brokars are reporting 2299 Killizn e
Arees SorIm.ssons reeeived or eared as dermenstrated in Table © seloiw whish sigqficanty
exceed the estimated cormissions i the contract,

Table C — As of September, 2010

_. . eontract Estimate, Comimissions Received, Commissions Eamed
:but not yet Received and Comimissions in Pipeline

CBRZ | JLL | Staukach ! Studley Tatal

il numbers Ino mllllons of 5 '

Pooie rted Gross

3 4750 F A1ED | § L K A CO [ § “Hib.
Comrnissnins - =xhibT "0 I

(GRS CONTTSS OF5 Coehcd

3 ACHI0FD | % SLATIALS (3 AT 2AGGAT 1§ MGATIERR | § 298557580
arcdsr eamed

Estiresd Sross
COTMISSEETE 127 TY5 o FoAsoE e |8 FoaeT o | f ZE 59T P55 BEETE0S | B BLth ode BRE
SIF0C oA Ir P :

Cots] Gross cormissions | 3 IESSOROA | Flanime o [n sauiioes [ LA | 5 samsTLER
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Azsociatec witq these gross commias ons set forth ia Table © ace 3121 Millicn in sental credits
receivad by the Gaverrmenl and anothar aslmaied 53355 Millian in credice remain kg in the
pipeling for the cerefit of the Government. These numbers inzicate that wi'lle actaal receipt of
the evenue may have bean slow. the potential was thers and. hased o9 the actual worklsand
tasked, the corimiss on revenus was i1 the pizeline.

PES hua ingarparated rmany lessans leamad fram the develcsiment and azmia sralior of the
first gehcralion o thoess cortracis and i is importart ta nots that all aree of the incumicenis
respenzed 1o the Reguest for Proposas and weme selected for e second neneration swand.

FPost Award Services, pagc §

‘Furfirer, ihe krakers ax,':.resseéﬂ & Lifonm comcfanit that PES"z expectalicns for post awars
sErmng pocrtant nvesichil of o Buaitsbars or canstriction nocded e minalr G ghoco fr
tonant seocific cooupancy Decooded e wsue and customary pracioes for cormimission-based
corrimsreg) sernees,” Page &

e strongly disagree with thra Dra® Repc-t inploaion Fat the trestnieat of posi awand aendices
n the zonkract iz a dep:—:lture.frmn onmmeicia practice chat ondenmines the lega’ jastiicaton -
1 'no cest” contract. PBE agrocs tho MBC contacts wooo cased inpat on adapting
sommansial pract ces espedally with regard 1o commission basec pricing, Howewer, they a:e
gowamimenl servicse cantracts and reflecl mutual promises between PES and aur cortractors.
The CAD opinior. wes explicit in nating the e was ampls considaration 2 supact aur
gnbimpaled arangemant. See GAD T e opinion B-25184%, Avgust 15, 2003, Mate 1 wheare:
“The fonm "no cost contract” is somevaial of @ msnomer, siice e wooic be o valig canirect
wibfaceot Foacalaral oo ssitderaiinar. W rode hal thers 5 arle eonsicweaiion lo sunnar e
anangementt. See TV Travel Inc, 65 Comp. Gen, 106, 113 (1585 and 7 Comg. Gen. 870
{TH2E) (sereioes cencderaed oncier & foeraal soedege! o of st oo e e SEares ooooel catise
tha coitract to be void for leck of considoration whed e confract also carfains muflad
vromises pt the soniraching parkies by which =5ch conlraciing party abtanis a suhsetantial
bzt FBS disagrees that the izsue regarding Pozt Avard Senvices (PAS) jgopand zes the
‘no cost' contract assumgptions. These tasks were cleary stated inthe salicitation for ths Braker
firms (o reviaw and price accordirgly. A pra-propesal confarance was conduciad offering the
EBrokar communily the opsodunity o state thal the Post Aware Sarvices expectatiors wers
above and beyznd what wis noernaily prowvided.

Market rezearch complesed orior to ssLance of the Reques: for Proposa.s (RFP) indicated pos:
auward egrvices werg otten hand ec by broksrs in the commercial seal eatats industry, The ‘oLr
fimns wi o zceived awards braugh? their cancerrs -o PES and PBES rezporced with a
miarificasion to the cortras: to remavs the subiectivity bzing appl ed by the sgiers = the
cortract raguiraman:. Joint trairing was providad to avary regicn immeadiataby folewing thoe
medification g futaer re-gnforce the cortract recuirements. The brokers have cortinged to work
the PAS rasultiag fram the clarfication We acknowlsdge tha-a waz a nasd to ¢ anfy specfic
post award work t2 be performed under the MEC con’racts and ihat we need to better definz
PAS ke any follzw-on conlracl. 0 revizaring ths proposes MBS program, bs 5430 Decis on B-

=l
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3026877 dpage 6. issued.aiy 12, 3004 i1 esponss toa Congressional i II'IF|LJI";I regarding some
aspocts of the Matizral Brokor Co1tracts, statog:

‘Frons these discussions, ad ks knowledge of nduetnr sustamear and praciice, G54
dietarriitisd ihat e contract senvicas are dfiosa Hhal are comimnry paid far Ly commissiong
irown fadielionds fo rokers, nof By lensns,

Fecaers boetle W precafassinred faradiee gond oo aterned corssallaliorg v aookd agree. Cor
researaly indizaizs that whilie rag! sstate Lrakers offar a wider ranigs of sshvices o e
vt docAy. L Anad T paprisnn for Mhase genaces, & silyend i egatahon Delesen he
brokor and ils cursfamor i sorvicos Uelod in fae Maflanal Brakors confract are sonvicos thay
brofers commoniy pravids i Goss 5 leass Irsnisaciion shd are servided rpicaly axpactad o be
covered by fandiards” cormmissions  brokors.®

The: real ty i= trat the castomary pedfarmancs of PAS i a turgiion of negatiations betwaen the
princiaals and tha d3akore. Intardcasing brokars for thoir apinicns am this issue shauls be
accomoanmied oy irterviews with corperate rea: estate companiss tat smploy cormergial
brokers itr arde o abtain a mwam balahezd insighl. PES respandad Lo s 2onzarn by
coaducting adcizieral manket rssea:ch pror 2 issuing the REP for the follow-on contracts.

Cost Javings Unclear
Leasa Cost Relatlve 1o Warkat (LCRM). pages 5 &6

“Owie expectaifion for the MEC was that Righlr motivated comimmeecial brokers ooddo obtail evan
Jowver ety oosks, adn e governme st coortemrans, FEE really specidiisis

PES Response:

FEBS agrees that, with 418 leazes having o2en assessed for the Lease Lost Relative 1o Markel
[LCRM) measiires, tha firdings suppst the prepasition that the Brakers overall 1ave nagotiatad
rekal rates that are equivalert to our in-houas Leasing Specialists. The na:ure af the LCRM
Mk, 1@ s sue thal any one irarsachion can ceosa sigeificanl swings or impaces to the overail
magsyo osults. Thoe brokers cont nuz ta agsist us in providing epace o 2Jr sgoencios at similar
1ates Ihat demonstraze sigrif.cantly lzessr ihan marset rates, proving savings 19 cur sustomers
and the gavernmens. The most recet date ava lable incicates that the Brokers 1ave coabr buled
te our sLccess fro.m comeact start ta the gresent. By negolisting 451 1sasea for ovar 8 rillon SF
that i1 the agoragaie ana 10.5% belaw markat midpoirt, the brokers work has asiad in annoal
cnst avdidance of 5327 % milier. In Fryz010, the LECEW peformancs for PBES as 8 whnalz was

.B5% belaw markat. tshauld be resogniad that the annual savirss will neatinue far tha bfe of
=357 le@sa wrich in some sases is up b 10 years ormaore. Futheanore, —CRM resuls o rot
ra’lect es imaled savings of 5121 million fom comrmission credits ausocated with -~ 80d [2ases
awardes through Sceptomber 2010, H-sborical comimissicn crodit rates anc ogua’ to © 23% of
total leaze value,
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Expectations of parsonnsl cost savings, pags &

i sa@idiong FRS expeciation war g reduchon in persanael cosis, We fousd that Hio NBC Sid
ezt ereerie prersonnal neats oo G, e eoendier ol iR rasnaly siee il acloally ocreassg et
the time of ouir audit.*

PES axperenged a oo faeto Laazing Specialist ing freege far nesthy & decade weh.oh
significantly impacled its ability ta hire intems and traia ther apprapiotaly. The number of
less ng soecia ists Fad fal en belsw a critical threshold ko Tenages ths program at & bme wizn
<he amaoLnt of lessing was increasing significartly. Leased scace now axceads the amount of
awned spacs in ke PEE invzntory, The 17 perosnt irorease reaterences i|;| he Craft Report
raflacis 1he recen: akility to begin | Ang staff to replace loescs from retirerant ard other
gitntion. |he number of asseciates eligible to retire continues o grow. Successior plannrg
denrands that a responsizhe agan sy considar tha number of potartial el recs. WWhis an ageaoy
canab control when sersnnnel ackuadily leave, immus. plan appropr.aotely Tor polential sttrtioa to
Agve raitad pereoanal availakle W cant iy the mission of tha agersy, 1t can taks up to five
vears o adesuately rain 3 new, inexperiencad Leasing Specializt to hecome a fully waranisd
Loase Sanbacting OMfezer. P& conmtinues to experisnce & shoieze of sessarec Leaas
Cartracting Cificers created by the extanosd hivng freeze. Interns muest be hired ag openings
are appreved so they el ba gualiied Lo perform the irkerenily governmenta, tunctions
azsociated with 1he work of the agency.

PRES has nat <ept records on a lacating warkload w0 1170 Realty Specialisis -hat are fully or
partially dedicaled to moker task osder overzigas, It is impartart b nots that the Dea™ Report
doee not recognize tnat the number of leases awarded and under adrnistration has increased
ot Lhe life af Ine ecqbract as 'oasoed spacz now exceads aaned space inthe PES inventory.
Thereore. becalse the worklcad crew sigrif canty, we did not s&2 3 large vedacticn inleasing
cpacialists and we 2o o not have accomplizhes Ihe addil onal workloss withowt the wss of the
NBC. :

FBf wgress that o surstansial ir-house workioad remairs, thus sappacting the nsed for ths
continued uso of thesc contracts.

Managing Conflict of Intereat, page &

“FBY has deaigirsd, but doss no fully adminisizn, e controls hooossary o idoniify and
it Mg sl of verfiee! of eleraes! SO0 ceialionships ¢

“Faithor the conflict wall prcvision, or mare spocificoly Mo roiated requiamanits of data secunns
Ae procurais egrity, Had engendersd fome valid critizizm snd consisint.”

FBS Rezponae:

Az ihe ot Report slates PES centralizes reviaw anc ad udication of GO disclozure
siatemarts I ensl e cong siaat irfplemonlal on and we apprec ata the recognttion of ths

i

19

For Official Use Only



For Official Use Only

ielrively high pzreentage of Organizationel UG Farms compliance w th cortrast reguismerts.
We conti1de to re=enfance the requinerant for Indiizual 230 fere @5 persornel chages acou-
wilh the brokersgs tierms, Wa aleg gontinue to eduzate and re-enforce with PES persznnsl iha
requizaraent to seak the indh duals’ S wha they ssa naw indiviguals working on a
rarticula - task order. '

PEZE fimnly bolievas that it actzd in gaad faity durey ke aady yeare ot manzzing GO and Oual
agensy ezues undarthe MBC contracss. Gection H.S of the contract 5.o0as, *Tha nlimass &F
s clangrz i o avestl, neeitriliva or clher adse retiisks srganization sonflicls of interest sl
NG ares., "

PES reassesses ile pozlicn on avowing cual ageroy complebey, following several years of
experierce with conflicts of inerest ard the nes-poralicn of naw FAR clayses -equiring
caihractor code oF busiress ethics and condust as well as. FISMA equiremarts. Ir the last two
"years of the cortracts 14 task orders were allowes to proses i1 the Tace ot & dual agency by
cre of the twn full service firms, As of the expiration of ta coatiacte on Soptonber 30, 35100
PGS has had ng protests based on coneams sUTolnding sonflicts of intecest or dual agency.

Administration Limitations

U5 J'nfres?.'ucnne waz demgned to suppat inhsuse dslfvery of laasing services. The
sttt of NUC has lesled, grd in soone ssoects svceeded, the Nmits of tot infrasinicione.
Lintations of FB5 informadion aystoms have compromiasd ovsraiahl capabiities and innibied
MBS axpansian, whila an cverangineersd perfomiancs evaluaiion process feficd .. Page &

PBS Reaponsa: While the NEC commracts uge breserage services Siflaiently than in prior
cantreniy, PES naz bean wz.ng brokerage service coatracts for approximatoly 20 vears.,
Contanding that "STAR and sLaass have sompremised aversight capabilitizs and inhibited NBC
excANsIor” 6 & print ot somjectare. L niiations in STAR arc elease wouls afleel nol only
brokaned franzacticis bu? acdd elions handles in-houss a5 well, 3TAR was o commerzia off-
the-sh=If inventary management systen that was bui't bafane we awarded the NBC a0 impasts
the MBC ¢riy besause il feeds srojs intormation to sleass. ecsase iz aworkTow atomalion
toal tha: was iniially designed prior to award of the NBC and cortiness la evolve a3z FES

rrad Ticss and straamlinss it leasing processes. The application has been modified to permis or-
linz milestano approval, parfornancs svaluation: and e capabiiny for bro<ers o e2pond ia
oun dunoe with FAR 42 15, 1t has also been modifiad io provide an cloeton's COTR fila La
faciltale daecumentalion af gofarmancs. Fudbher eanhancemsrts will adorsss mors of the
s1zrzomings and streemline the user axpederce. PBS has cort nued to amshasze fhe
imzcrtance of sorsisiert, timely pe:ormance evalugtior toits COTR's ans has seena
sgnificant incraaze as COTE's bacoma mors familiar with tha role of review np, inscestiag,
accadting, and providing earm-nents  PBS agreea re-evfoncement of that role s a cantinkdng
reqLiremen:.

1
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WWe dizagres ihat timely actionable “eedback to drakors was not cccuring. Whils the nurber of
gwaluations n 2l aase was low cunng hs first bars yeara of the contrast. We trogers have
raceived quarterty performanca svaluations :nce the corvrast startes, Feiar 1o lhe audit, eflots
ware undgr way i autemste and improve the feedizack process for contract senvices. The
elLeasc applicatioq 1as beon impreved & pravida timaly netificasions to cantrastors &1 the
preparation otan evaiuation by Governnmeat personnsl. 2lesse backs contactor responses for
réview and camient by reg.onal program clficials within 32 days of s.bmission by the
contracter. Inaddition to quarieny paforn-ance revizws, brokor contractor parsonnal new
racaive timaly aad acticnab e reedback Lhreugh elesse, This evaluation pracess foliows the
Sffice of Federal Focurament Policy (OFP2) guide =n Gest Pradlices: for Collccirg and Lsing
Curraant and Pas? Performance Irfornation.

Whilz perfornarce evaluatsn undar the contracts may appess o be complay, it was datarmines
hat the sarmaslexity was necesaary due to 1hs complexity of e ieasing process.

Recogazing the adminizirative radeq of the WBC canfracts, and given our confinuoed
arpeiance with these contrazts, FBS redused the nurmber of mandstory elease avaluations,
fror S plus a final tz 3 plus & final vndar the Natianal Braier Contracts  awardas i1 Juae 2210,
We continue kC encourgs e consisten: ans timely fesdback on an infammal basis docunarted i
writing via email o alther e eans.

HBC actions required additional lead time. Page 8§
“Addifianaily, MEC astions rogoirod food iine. T

Comparison of leasing imeframes torin-house wersus NBC orojeots iz difficult "oy numenows
raasos. Yihile PES associates evarassed ‘heir cancetnz 1o the audilors A=t NEC projects take
Inrger, we hava heard the sams compiaint from scnre of our cLstomer agencies. FES

coraglened an analveis of this eamplairt and faung it was na; substantive Bas2d on b2 tolowing
regasoas:

Some leasing spacia.ishs wait to input the projsct data for in-houss projecte antil the lease &
about to be signod orir somae casss urtil the payment af rent s 12 begit, Y2 are warking la
gTect this delay in ertering onojest data.

2 NBG leases are enlered iilo 3TAR inred ately because a STAR projso: numbsr is reqaires
twissue ine forn 303, This fern 300 authorzes tho brokar to start tha leass precuremenl.

3. Projeel slart dales for NBT prajecls do not necsssar ly ratlect the daies in which the brokers
wers issLead the tazk ardars. | iz poazibls that 4 leasiog specialis may bave riliated a
project start date, vt the task order not be ng issusc for eeveral wee<s ater.

4. InEpine melarces, agency reguiramsnts sebmitten fo- tasking to the NBG we e ncomplate
and kask orders could naot e issued aatil fina izod.

PES's opinicn is thet the problem is fuither exacerbated by the fact that leasing spacialisz
innore aroker project 2abmittals b complete in-hoLse projects, a8 they f2el mone Bsponsibls for
somipleling tham timaly. We sgree inat sttenticn must be given w0 thiz procedural iszue to

11
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imrove the affeciiveness of the contracis in increasing oor casacity to deliver [2ases ina imsly
mEA"Er.

1!
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APPENDIX B

OBJECTIVES, SCOPE, AND METHODOLOGY

The objectives of this audit were to: (1) assess the effectiveness of the Public Buildings Service’s (PBS)
National Broker Contract (NBC) program, specifically, how the program impacts PBS’s leasing operations,
(2) determine whether the program results in savings to the taxpayer, and (3) assess the internal control
environment of the NBC program.

The audit covered contract activity from April 1, 2005, (contract inception) through July 31, 2008, focusing
on 4 of GSA’s 11 regions. These four regions each had a large number of expiring leases, high overall lease
square footage, and a range of approaches to implementing the NBC. To assess NBC administration, we
sampled 40 NBC projects that resulted in an awarded lease'* (see Appendix B) and reviewed each related
task order and lease file.

The audit team met with the National Program Manager, National Contracting Officer, regional program
managers, regional contracting officers, and selected project COTRs and realty specialists to obtain an
understanding of the NBC policies and operations. The areas we addressed and our audit approach to each
are described below.

a. Leasing workload: We discussed workload estimates and assignment; discussed NBC activity
tracking and data validation; researched ComprizonSuite and Business Objects for task order data;
performed queries in STAR; compared NBC actions to the overall STAR leasing workload; assessed
the NBC utilization rate; and determined the average procurement time of an NBC task order;

b. Commissions: We reviewed the contract, Administration Guide, and PBS policy regarding
commissions and the commission agreement letter; analyzed commissions achieved in the audit
sample; and discussed how the Standard Form 2 flows from the brokers to the regions to Central
Office;

c. Program savings: We analyzed the number of realty specialists during the contract and researched
any contracts for administration and construction management to determine any offset to program
savings;

12 judgmental sample of 40 NBC projects was drawn from PBS’s September 19, 2007, task order log. This sample represented 4.4
percent of the 914 task types 1 through 3 awarded with an estimated occupancy date prior to March 1, 2008. Criteria for sample
selection included lease award and a balancing of square-foot years (number of square feet leased multiplied by the lease term)
among the regions. Note that square-foot years was used in the audit sample methodology but was not called for in PBS’s task
order distribution methodology. From November 27, 2007, to November 26, 2008, Region 4 had 16 percent of expiring leases,
Region 9 had 13 percent of expiring leases, Region 5 had 11 percent of expiring leases, and Region 11 had 10 percent of expiring
leases.
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d. Broker performance: We reviewed the contract to determine broker performance requirements;
discussed the plan for performance-based task order distribution; assessed eLease evaluation data
integrity; summarized Contracting Officer’s Technical Representative (COTR) feedback on the
elease evaluation process; attended quarterly evaluation meetings with the brokers; and analyzed
the eLease All Evaluations report from inception to July 2008;

e. Post award services: We reviewed the contract and its modifications to determine requirements
for post award services and the reasons for any changes; discussed broker involvement and
performance in these services; and spoke with regional personnel regarding build-out projects;

f. Lease Cost Relative to Market: We reviewed the LCRM process; obtained LCRM data from and met
with associates in the PBS Center for Strategic Planning/Measurement; reconciled LCRM data with
NBC-specific LCRM data; analyzed LCRM data; and obtained a statistical study from the Office of
Inspector General staff statistician;

g. Conflict of Interest (COI): We reviewed the contract and Governmental Accountability Office
decisions regarding the NBC; spoke with Counsel and the brokers regarding COIl; reviewed the
National Contracting Officer’s COIl tracking log to quantify the types of potential and actual COls
identified; reviewed sample lease files for evidence of situations that appeared to represent a COI
or a potential COl; and compared the COI forms submitted on the audit sample projects with those
required; and

h. Broker meetings: We met with brokers to discuss broker workload, interaction with the COTRs,
the commission structure of the contract, post award services, and eLease access and usage.

The audit began in September 2007 and fieldwork was conducted from February 2008 through January
2009. We presented initial findings to the Agency in April 2009 and the Agency subsequently awarded a
new contract in June 2010.

The audit was conducted in accordance with generally accepted government auditing standards for
performance audits. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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APPENDIX C

40 SAMPLED NBC PROJECTS
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29-Mar-2006
27-Jul-2005
14-Dec-2005
26-Jan-2006
2-Mar-2006
10-Jun-2005
14-Jul-2005
15-Jul-2005
6-Jan-2006
2-Jun-2006
19-Oct-2006
5-Dec-2005
16-May-2006
3-Aug-2006
22-Mar-2007
11-May-2005
11-May-2006
4-Oct-2005
12-Jan-2006
30-Jan-2006
27-Feb-2006

o v o un b

[t T BT BT N N I U N

[
[
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CBRE
CBRE
CBRE
CBRE
CBRE
CBRE
JLL
JLL
JLL
JLL
JLL
JLL
JLL
JLL
JLL
JLL
JLL
Staubach
Staubach
Staubach
Staubach

GS-P-04-06-BV-5056
GS-P-05-05-FY-0012
GS-P-05-06-FY-1005
GS-P-05-06-FY-1021
GS-P-09-06-KS-5003
GS-P-11-05-2G-0223
GS-P-04-05-BV-1006
GS-P-04-05-BV-1007
GS-P-04-06-BV-5029
GS-P-04-06-BV-5077
GS-P-04-07-BV-5004
GS-P-05-06-FY-0023
GS-P-05-06-FY-5014
GS-P-05-06-FY-5053
GS-P-05-07-FY-5028
GS-P-09-05-KS-0016
GS-P-11-06-YE-5028
GS-P-04-06-BV-5001
GS-P-04-06-BV-5033
GS-P-04-06-BV-5039
GS-P-04-06-BV-5045
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ATF
IRS
SSA

Fish and Wildlife
IRS
EPA
SSA
SSA
SSA

OPM BUD MAN
SSA
IRS

Public Defender
FHA

US Customs
DHS
DOD
SSA/OHA
FTA
FBI
DHS/ICE

6KY0005
41L0094
50H0144
4MNO0041
5CA0642
5MD0154
5GA0075
5AL0063
5FL0268
6FLO130
6SC0031
3IL0007
40H0079
3WI0007
70H2011
5CA0322
5DC0319
5FLO166
5GA0154
45C0012
5FL0287

7,577
139,920
7,013
4,983
29,314
69,109
7,790
9,034
14,126
1,742
13,651
10,020
4,645
5,600
4,400
30,686
5,218
1,230
6,577
3,240
7,050
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22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

11-Aug-2006
15-Aug-2006
26-Jan-2006
12-Dec-2006
29-Mar-2007
1-Jul-2005
15-Jul-2005
3-Nov-2005
5-Jan-2006
26-Apr-2006
26-May-2005
7-Sep-2005
17-Feb-2006
11-Jan-2006
15-May-2006
27-Jun-2006
20-Jun-2005
5-Nov-2005
2-Mar-2006

© OV OV vV OV u u u s> b

Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Staubach
Studley
Studley
Studley
Studley
Studley
Studley

GS-P-04-06-BV-5103
GS-P-04-06-BV-5104
GS-P-05-06-FY-1022
GS-P-05-07-FY-5010
GS-P-05-07-FY-5029
GS-P-09-05-KS-0029
GS-P-09-05-KS-0036
GS-P-09-06-KS-0012
GS-P-09-06-KS-0031
GS-P-09-06-KS-5061
GS-P-11-05-YE-0397
GS-P-11-05-YE-0545
GS-P-11-06-YE-0228
GS-P-04-06-BV-5032
GS-P-05-06-FY-5011
GS-P-05-06-FY-5036
GS-P-09-05-KS-0023
GS-P-09-06-KS-0015
GS-P-09-06-KS-5005
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Fish and Wildlife

Census
SBA/OIG
DOD-DCMA
FMCS
FBI
SSA
SSA
HIS

Fed Pub Defender

DOD

FDA

FDA
DOT-PHMSA
US Customs

IRS

SBA

HUD

IRS

6FLO039
6NC0058
61L0009
6MI0079
40H0082
1CA0399
1CA0664
1CA0480
3CA0757
6CA0144
5DC0089
4MDO0111
LMD60327
5GA0144
6MNO0050
1MI0116
4CA0693
5CA0484
4CA0686

7,410
31,108
1,500
7,517
5,901
2,444
7,751
4,823
2,150
10,000
49,560
4,000
86,957
4,826
4,400
6,104
17,312
5,821
9,898
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APPENDIX D

COMMISSION DATA FOR TOP 20 LEASE VALUES PER BROKER (THROUGH JULY 2008)

CBRE

GS-P-11-05-MA-1007
GS-P-11-06-YT-0081
GS-P-11-06-MA-0042
GS-P-04-07-BV-5062
GS-P-04-06-BV-5102
GS-P-11-06-YT-0106
GS-P-07-06-UA-5029
GS-P-04-06-BV-5076
GS-P-11-07-YT-0029
GS-P-09-06-KS-5003
GS-P-07-07-HH-5085
GS-P-05-05-FY-0012
GS-P-07-05-JU-1013
GS-P-05-05-FY-0003
GS-P-04-06-BV-5078
GS-P-11-05-2G-0273
GS-P-06-06-GX-1015
GS-P-02-06-CV-5004
GS-P-09-05-KS-0035
GS-P-11-07-YE-5015
Total (top 20)

R7 R VoSN Vo R Vo SR Vo S V0 SR Vo R V2 N V2 S Vo SR Vo SR Vo S V) S V2 S V0 TR Vo S V2 S V2 SR Vo SR Vo SR Vo 8

92,443,813
51,488,372
49,976,807
30,120,637
27,388,916
25,768,843
22,076,369
20,894,432
18,318,401
13,168,465
11,212,820
10,820,467
9,919,730
8,692,918
7,235,110
6,573,000
6,245,286
6,118,658
5,478,425
5,384,067
429,325,536

v N un n nnn;:er ;s ;e o;;: ;- u;;: ;K ;N n N n

2,079,986
1,029,767
624,710
965,677
1,369,446
1,030,754
993,437
835,777
732,736
592,581
336,385
746,239
396,789
434,646
261,950
262,920
187,359
238,602
107,610
161,522
13,388,892

2.3%
2.0%
1.2%
3.2%
5.0%
4.0%
4.5%
4.0%
4.0%
4.5%
3.0%
6.9%
4.0%
5.0%
3.6%
4.0%
3.0%
3.9%
2.0%
3.0%
3.1%
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769,595
381,014
231,143
366,957
506,695
381,379
367,572
309,238
271,112
219,255
124,462
276,109
146,812
160,819
96,922
97,280
69,323
88,824
39,816
59,763
4,964,088

37.0%
37.0%
37.0%
38.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.0%
37.2%
37.0%
37.0%
37.1%

v N un un nnnn;er ;e ;e ;;: ;- n;; ;- ;N n n n

1,310,391
648,753
393,567
598,720
862,751
649,375
625,865
526,540
461,624
373,326
211,922
470,131
249,977
273,827
165,029
165,640
118,036
149,778

67,794
101,759
8,424,804
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1.4%
1.3%
0.8%
2.0%
3.2%
2.5%
2.8%
2.5%
2.5%
2.8%
1.9%
4.3%
2.5%
3.1%
2.3%
2.5%
1.9%
2.4%
1.2%
1.9%
2.0%
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JLL

GS-P-11-06-YT-0186 S 58,968,000 S 1,769,040 3.0% S 459,950 26.0% S 1,309,090 2.2%
GS-P-11-05-YE-0395 S 48,696,200 S 730,443 1.5% S 189,915 26.0% S 540,528 1.1%
GS-P-08-06-JE-1015 S 42,452,432 S 1,570,740 3.7% S 408,392 26.0% S 1,162,348 2.7%
GS-P-11-06-MA-0003 S 35,581,775 S 711,636 2.0% S 185,025 26.0% S 526,610 1.5%
GS-P-08-07-JC-5053 S 32,019,600 S 320,196 1.0% S 96,059 30.0% S 224,137 0.7%
GS-P-08-07-JC-0017 S 29,040,000 S 580,800 2.0% S 174,240 30.0% S 406,560 1.4%
GS-P-11-07-YT-0062 S 18,155,610 S 363,112 2.0% S 101,671 28.0% S 261,441 1.4%
GS-P-06-06-GX-1061 S 16,687,472 S 250,312 1.5% S 70,087 28.0% S 180,225 1.1%
GS-P-01-07-BW-0077 S 13,179,925 S 527,197 4.0% S 158,159 30.0% S 369,038 2.8%
GS-P-05-06-FY-5025 S 12,585,673 S 346,106 2.8% S 96,910 28.0% S 249,196 2.0%
GS-P-09-05-KS-0016 S 12,435,370 S 497,415 4.0% S 129,328 26.0% S 368,087 3.0%
GS-P-05-05-FY-0006 S 11,693,845 S 350,815 3.0% S 91,212 26.0% S 259,603 2.2%
GS-P-07-07-UU-5001 S 11,654,540 S 466,182 4.0% S 130,531 28.0% S 335,651 2.9%
GS-P-07-08-HH-5054 S 7,621,778 S 304,871 4.0% S 91,461 30.0% S 213,410 2.8%
GS-P-08-06-JC-1042 S 7,338,210 S 293,528 4.0% S 82,188 28.0% S 211,340 2.9%
GS-P-01-06-BW-5043 S 6,701,127 S 268,045 4.0% S 69,692 26.0% S 198,353 3.0%
GS-P-02-06-CV-0011 S 6,384,255 S 236,217 3.7% S > 0.0% S 236,217 3.7%
GS-P-07-05-JU-1019 S 6,334,404 S 253,376 4.0% S 65,176 25.7% S 188,200 3.0%
GS-P-09-07-KS-5033 S 6,149,436 S 245,977 4.0% S 67,474 27.4% S 178,504 2.9%
GS-P-09-07-KS-5034 S 6,059,897 S 151,497 2.5% S 42,419 28.0% S 109,078 1.8%

Total (top 20) $ 389,739,550 $ 10,237,507 2.6% $ 2,709,891 26.5% $ 7,527,616 1.9%
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Staubach

GS-P-11-05-YT-0199 S 104,527,500 S 2,025,000 1.9% S 627,750 31.0% S 1,397,250 1.3%
GS-P-11-05-YT-0261 S 55,258,500 S 1,933,928 3.5% S 599,518 31.0% S 1,334,410 2.4%
GS-P-08-06-JE-1009 S 40,183,875 S 1,607,355 4.0% S 498,280 31.0% S 1,109,075 2.8%
GS-P-11-07-YT-0210 S 26,704,553 S 801,137 3.0% S 248,352 31.0% S 552,784 2.1%
GS-P-11-06-YE-0228 S 15,128,561 S 453,857 3.0% S 140,696 31.0% S 313,161 2.1%
GS-P-11-06-MA-0090 S 13,478,417 S 404,353 3.0% S 125,349 31.0% S 279,003 2.1%
GS-P-04-05-BV-1035 S 12,462,764 S 489,839 3.9% S 151,850 31.0% S 337,989 2.7%
GS-P-09-06-KS-0045 S 11,505,105 S 460,204 4.0% S 142,663 31.0% S 317,541 2.8%
GS-P-09-06-KS-5082 S 11,342,618 S 453,705 4.0% S 140,648 31.0% S 313,056 2.8%
GS-P-05-06-FY-0016 S 10,868,099 S 411,618 3.8% S 127,603 31.0% S 284,015 2.6%
GS-P-04-07-BV-5052 S 8,548,617 S 341,945 4.0% S 106,003 31.0% S 235,942 2.8%
GS-P-04-05-BV-1023 S 8,387,955 S 335,518 4.0% S 104,011 31.0% S 231,508 2.8%
GS-P-11-05-YE-0397 S 8,301,300 S 279,008 3.4% S 86,492 31.0% S 192,515 2.3%
GS-P-05-06-FY-5027 S 8,264,812 S 304,382 3.7% S 94,358 31.0% S 210,024 2.5%
GS-P-07-06-JU-5009 S 6,926,745 S 277,070 4.0% S 85,892 31.0% S 191,178 2.8%
GS-P-05-07-FY-5025 S 6,782,253 S 249,256 3.7% S 77,269 31.0% S 171,987 2.5%
GS-P-03-06-DX-0023 S 6,697,437 S 267,897 4.0% S 83,048 31.0% S 184,849 2.8%
GS-P-07-06-UR-5037 S 6,276,743 S 251,070 4.0% S 77,832 31.0% S 173,238 2.8%
GS-P-02-06-CV-0028 S 6,218,840 S 40,034 0.6% S 12,411 31.0% S 27,624 0.4%
GS-P-09-06-KS-0006 S 5,924,477 S 148,099 2.5% S 45,911 31.0% S 102,188 1.7%

Total (top 20) $ 373,789,169 $ 11,535,274 3.1% $ 3,575,936 31.0% $ 7,959,337 2.1%
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Studley

GS-P-11-06-YA-0085 S 354,319,179 S 8,169,280 2.3% S 4,207,179 51.5% S 3,962,101 1.1%
GS-P-11-06-YA-0045 S 295,854,823 S 6,903,279 2.3% S 3,555,189 51.5% S 3,348,090 1.1%
GS-P-11-05-YT-0289 S 154,481,103 S 4,634,433 3.0% S 2,386,733 51.5% S 2,247,700 1.5%
GS-P-11-06-YE-5029 $ 107,915,269 S 3,237,458 3.0% S 1,667,291 51.5% $ 1,570,167 1.5%
GS-P-11-05-YT-0341 S 52,175,385 S 1,565,262 3.0% S 806,110 51.5% S 759,152 1.5%
GS-P-11-07-2G-0271 S 51,907,253 $ 1,557,218 3.0% S 801,967 51.5% S 755,251 1.5%
GS-P-11-07-YE-0190 S 42,376,691 S 605,650 1.4% S 311,910 51.5% S 293,740 0.7%
GS-P-08-06-JE-1012 S 36,765,072 S 1,470,603 4.0% S 757,361 51.5% S 713,242 1.9%
GS-P-11-07-YT-0193 S 35,605,762 S 1,068,173 3.0% S 550,109 51.5% S 518,064 1.5%
GS-P-07-07-HH-5155 S 30,343,446 S 910,303 3.0% S 468,806 51.5% S 441,497 1.5%
GS-P-04-06-BV-5081 S 29,567,772 S 1,182,711 4.0% S 609,096 51.5% S 573,615 1.9%
GS-P-05-06-FY-0004 S 25,369,388 S 1,268,469 5.0% S 807,064 63.6% S 461,406 1.8%
GS-P-04-06-BV-5082 S 23,516,350 S 940,654 4.0% S 484,437 51.5% S 456,217 1.9%
GS-P-04-06-BV-5083 S 23,470,910 S 938,836 4.0% S 483,501 51.5% S 455,336 1.9%
GS-P-04-06-BV-5080 S 23,248,598 S 929,944 4.0% S 478,921 51.5% S 451,023 1.9%
GS-P-11-05-2G-0244 S 20,513,794 S 431,589 2.1% S 222,268 51.5% S 209,321 1.0%
GS-P-07-05-JU-1012 S 18,670,720 S 746,829 4.0% S 384,617 51.5% S 362,212 1.9%
GS-P-11-06-YE-0574 S 18,416,059 S 552,482 3.0% S 284,528 51.5% S 267,954 1.5%
GS-P-07-06-UF-5026 S 17,999,313 S 719,973 4.0% S 370,786 51.5% S 349,187 1.9%
GS-P-04-06-BV-5075 S 17,242,000 S 689,680 4.0% S 355,185 51.5% S 334,495 1.9%

Total (top 20) $ 1,379,758,887 $ 38,522,826 2.8% $ 19,993,057 51.9% $ 18,529,769 1.3%
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APPENDIX E

AVERAGE COMMISSION RATES PER BROKER (THROUGH JULY 2008)

Total Lease Average Total Average Tenant Average Net

Value Highest Lease  Lease Value = Commission Total Credits Commission  Commission Average Net

Broker (millions) Value (millions) (millions) (millions) Commission (millions) Credit (millions) Commission
Studley S 1,694.7 S 354.3 S 8.1 S 51.2 3.02% S 26.3 51.5% S 24.9 1.47%
JLL S 5769 S 59.0 S 2.8 S 17.2 2.98% S 45 26.4% S 12,6 2.19%
Staubach S 556.3 $ 104.5 $ 3.5 S 18.2 3.28% S 5.5 30.2% S 12.7 2.29%
CBRE S 6022 S 924 S 43 S 209 3.47% S 76 36.6% S 13.2 2.20%
Total $ 3,430.1 $ 4.8 $ 107.5 3.13% $ 44.0 41.0% $ 63.4 1.85%
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APPENDIX F

TASK ORDERS ISSUED BY BROKER AND REGION

For Official Use Only

Task Order Count by Broker and Region
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Region | Region | Region | Region | Region | Region | Region | Region | Region | Region | Region
1 2 3 4 5 6 7 8 9 10 11
1 CBRE 30 37 21 68 74 9 62 27 74 30 36
mILL 25 25 38 70 74 18 85 24 63 37 47
m Staubach 22 28 19 72 74 8 51 29 80 30 32
m Studley 36 35 27 68 79 18 70 33 82 34 52
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APPENDIX G

USABLE SQUARE FOOTAGE ISSUED BY BROKER AND REGION
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USF Issued 4/1/05-7/31/08

Usable Square Footage Issued by Broker and Region (in thousands)
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5,000
— 4,000
e
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3 3,000
[=]
=
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c
= 2,000
1,000
o | mem HEem - ey sl  owlll
Region Region
Region1l | Region 2 | Region 3 | Region4 | Region5 | Region 6 | Region7 | Region 8 | Region 9 2?0 f]
[ CBRE 270.9 384.6 199.0 822.4 996.3 112.9 643.9 334.7 1,214.5 4249 4,953.5
mILL 253.9 310.5 305.6 1,022.0 | 1,303.9 226.3 1,118.2 394.5 1,376.3 275.2 4,566.2
W Staubach| 146.8 298.0 1,570.0 693.7 973.6 120.7 412.5 257.2 1,063.9 272.2 2,742.9
m Studley 262.9 318.1 332.7 721.5 872.3 174.6 1,331.3 469.2 931.6 367.9 4,489.0
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APPENDIX H

REPORT DISTRIBUTION

Commissioner, Public Buildings Service (P)
Regional Administrators, Public Buildings Service (4A, 5A, 9A, and WA)
Internal Control and Audit Division (BEI)

Internal Control and Audit Compliance Team, PBS Financial Operations Division (PFF)

Inspector General and Deputy Inspector General, Office of Inspector General (J)
Assistant Inspector General for Audits, Office of Audits, Office of Inspector General (JA)

Assistant Inspector General for Investigations, Office of Investigations, Office of Inspector General

(N
Audit Operations Office, Office of Audits, Office of Inspector General (JAO)

Deputy Assistant Inspector General for Audits, Real Property Audit Office, Office of Inspector
General (JA-R)

Regional Inspectors General for Auditing, Office of Inspector General (JA-4, JA-5, and JA-9)
Regional Inspectors General for Investigations, Office of Inspector General (JI-4, JI-5, JI-9, and JI-W)

Chief Financial Officer (B)
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